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prepay. The 30-day notice may be ex-
tended with the prior written approval 
of HUD. 

(b) Prepayment charge. The mortgage 
may contain a provision for such 
charge, in the event of prepayment of 
principal, as may be agreed upon be-
tween the mortgagor and the mort-
gagee, subject to the following: 

(1) The mortgagor shall be permitted 
to prepay up to 15 percent of the origi-
nal principal amount of the mortgage 
in any one calendar year without any 
such charge. 

(2) Any reduction in the original 
principal amount of the mortgage re-
sulting from the certification of cost, 
which HUD may require, shall not be 
construed as a prepayment of the mort-
gage. 

(c) Prepayment of bond-financed or 
GNMA-securitized mortgages. Where the 
mortgage is given to secure GNMA 
mortgage-backed securities or a loan 
made by a lender that has obtained the 
funds for the loan by the issuance and 
sale of bonds or bond anticipation 
notes, or both, the mortgage may con-
tain a prepayment restriction and pre-
payment penalty charge acceptable to 
HUD as to term, amount, and condi-
tions. 

(d) HUD override of prepayment restric-
tions. In the event of a default, HUD 
may override any lockout, prepayment 
penalty, or combination of penalties in 
order to facilitate a partial or full refi-
nancing of the mortgaged property and 
avoid a claim. 

§ 242.38 Late charge. 

The mortgage may provide for the 
collection by the mortgagee of a late 
charge in accordance with terms, con-
ditions, and standards of HUD for each 
dollar of each payment to interest or 
principal more than 15 days in arrears, 
to cover the expense involved in han-
dling delinquent payments. Late 
charges shall be separately charged to 
and collected from the mortgagor and 
shall not be deducted from any aggre-
gate monthly payment. 

Subpart D—Endorsement for 
Insurance 

§ 242.39 Insurance endorsement. 
(a) New construction/substantial reha-

bilitation. Initial endorsement of the 
mortgage note shall occur before any 
mortgage proceeds are insured, and the 
time of final endorsement shall be as 
set forth in paragraph (a)(2) of this sec-
tion. 

(1) Initial endorsement. The Commis-
sioner shall indicate the insurance of 
the mortgage by endorsing the original 
mortgage note and identifying the sec-
tion of the Act and the regulations 
under which the mortgage is insured 
and the date of insurance. 

(2) Final endorsement. When all ad-
vances of mortgage proceeds have been 
made and all the terms and conditions 
of the commitment have been met to 
HUD’s satisfaction, HUD shall indicate 
on the original mortgage note the total 
of all advances approved for insurance 
and again endorse such instrument. 

(b) Section 242/223(f) refinancing/acqui-
sition. (1) In cases that do not involve 
advances of mortgage proceeds, en-
dorsement shall occur after all rel-
evant terms and conditions have been 
satisfied, including, if applicable, com-
pletion of any limited rehabilitation, 
or upon assurance acceptable to the 
Commissioner that all limited rehabili-
tation will be completed by a date cer-
tain following endorsement. 

(2) In cases where advances of mort-
gage proceeds are used to fund limited 
rehabilitation, endorsement shall 
occur as described in paragraph (a) of 
this section immediately above, for 
new construction/substantial rehabili-
tation. 

(c) Contract rights and obligations. The 
Commissioner and the mortgagee or 
lender shall be bound from the date of 
initial endorsement by the provisions 
of the Contract of Mortgage Insurance 
stated in subpart B of part 207, which is 
hereby incorporated by reference into 
this part. 

[78 FR 8343, Feb. 5, 2013] 

§ 242.40 Mortgagee certificate. 
At initial endorsement, the mort-

gagee shall execute a Mortgagee Cer-
tificate in a form prescribed by HUD. 
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